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In July, international coffee prices climbed to their highest levels in eight years. The boom in prices
is fed by a combination of factors, beginning with an agreement last year by coffee-producing
nations to retain up to 20% of their exports to drive up world market prices. Other major factors are
a marked drop in worldwide production, plus record cold waves in Brazil that destroyed much of
that country's crop since June.
Meanwhile, economic recovery in the advanced industrialized nations is also driving up
international prices for many other Latin American commodities, permitting a substantial jump
in export income for most countries in the region. Since 1992, depressed world market conditions
have driven down prices for most of Latin America's principal commodities, sharply eroding efforts
throughout the region to increase export income.
In 1993, the total volume of exports from Latin America and the Caribbean grew by a hefty 9%, but
the sharp drop in international prices for most goods permitted only a modest 4% jump in income
last year. Nevertheless, since the beginning of 1993, world market prices for many of the region's
exports have rebounded, with some commodities climbing to their highest levels in nearly a decade.
The most dramatic rebound is in coffee prices, which in 1993 had plummeted to their lowest levels in
real terms since the 1920's.
The coffee market first crashed in 1989, after the International Coffee Organization (ICO) which
groups both consumer and producer nations failed to renew its annual International Coffee
Agreement (ICA). Until 1989, the ICA was negotiated each year by ICO members to establish
yearly coffee export and import quotas to regulate market prices. While it remained in effect, the
Agreement managed to keep world prices above US$1.50 per pound. But by mid-1993, four years
after the ICA fell apart, the price of coffee had plummeted to below US$0.60 cents per pound,
costing coffee producers around the world an estimated US$12 billion in accumulated losses.
Given the inability to forge a new agreement through the ICO, in August 1993 the coffee-producing
countries decided to form their own organization dubbed the Association of Coffee Producing
Countries (ACPC) to unilaterally control coffee supplies and drive up prices independently of the
consumer nations.
The ACPC, whose 33 participants worldwide account for about 85% of global coffee production,
includes 10 Latin American nations: Brazil, Colombia, Ecuador, Peru, Venezuela, Nicaragua,
Costa Rica, Honduras, El Salvador, and Guatemala. In October of last year, the ACPC members
implemented a new scheme to voluntarily withhold a portion of their exports from the world
market, with the understanding that the amount retained would float up and down on a sliding
scale depending on changes in prices. Under the plan, the participating countries agreed to only
export 80% of production stockpiling the remaining 20% as long as the 15-day world price average
remained below 0.75 cents (US$) per pound. When the 15-day average price climbed to between 0.75
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cents and 0.80 cents per pound, the retention percentage would drop to 10%, and when the price
climbed above 0.80 cents per pound, all export restrictions would be removed.
Finally, when the price climbed above 0.85 cents, the producers could begin selling off reserves. As a
result, coffee prices rose steadily after October of last year, and the first goal of 0.75 cents per pound
was immediately achieved by late 1993. By March of this year, the price had climbed above 0.80
cents per pound, and by the end of April, it rose above 0.85 cents. Most market analysts expected
the price to recede somewhat in May, since the original ACPC agreement called for Association
members to begin selling off their reserves after surpassing the 0.85 cent mark. Nevertheless, in a
meeting of ACPC members in early May, the producer nations agreed to only deplete their reserves
gradually to continue pushing prices upward.
"The new arrangement is turning out to be relatively successful," stated Eduardo Libreros, a
spokesperson for the ACPC in New York, during the Association's meeting in May. "We will try
to find an orderly method to release stocks, which aren't that large anyway. We will do it in a very,
very careful way." The ACPC decision to slowly release reserves immediately contributed to another
steep jump in prices by mid-May, to above US$1.00 per pound. In part, the new wave of price
hikes were fueled by reports that coffee stocks in the consumer nations had declined markedly
since January due to the ACPC retention scheme. According to coffee analysts at Merrill Lynch &
Company in New York, US stocks fell by 417,000 132- pound bags between January and April. Then,
at the end of May, coffee prices skyrocketed to nearly US$1.50 per pound for the first time since
1989, following reports that production in the largest coffee- growing nations had fallen to record
lows.
One estimate by the US Department of Agriculture forecast a 3% decline in this year's global coffee
crop, with another 4% drop expected in 1995. Among other things, the price slump from 1989-1993
encouraged farmers in most of the coffee-producing nations to switch to other crops, leading to a
sharp decline in the area planted in coffee. Adverse weather and plagues also wiped out crops in
Colombia and Indonesia, the world's second and third largest coffee producers, respectively. In
Colombia, coffee output in 1994 is expected to drop to just 11.5 million 132- pound bags, down from
14.5 million bags in 1993 and 17.5 million in 1992. Finally, in late July and early June, record cold
spells struck Brazil's coffee growing states of Parana, Sao Paulo, and Minas Gerais, leading Brazilian
officials to estimate that the harvest this year would be cut by 10 million to 13 million 132-pound
bags, or nearly half of the 28 million bag harvest originally expected for 1994.
The damage to the crops sent coffee prices soaring to US$2.74 per pound by July 13 the highest
prices reported since 1986 since Brazil is the world's largest producer accounting for about 25% of
global production. Since mid-July, prices have tended downward again since the latest reports from
Brazil indicate that officials overestimated the damage to crops, with total losses now forecast at just
under 10 million bags. Nevertheless, as of July 26, coffee for September delivery closed at US$2.10
per pound on the Coffee, Sugar, and Cocoa Exchange in New York, which is still the highest price
for coffee in the last eight years. Moreover, there are indications that much of Brazil's estimated 17
million bags of coffee in storage are of poor quality some more than 30 years old which will limit the
country's ability to make up for its losses through reserves. Consequently, coffee prices are expected
to remain high for a long time to come, completely altering the market landscape for coffee in the
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foreseeable future. "The coffee market has been depressed for five years, but that's over now," said
Cameron Woods, a trader with the American Coffee Corporation in New York. "We're in changing
times."
Meanwhile, prices for many other Latin American commodities have also increased substantially
since the beginning of the year, representing a boom in income for many countries. Unlike coffee,
however which owes its rebound to market manipulation by producers and a general drop in output
the gain in prices for most other commodities is spurred by the economic recovery in advanced
industrialized countries. Throughout the second quarter of 1994, petroleum prices rose steadily,
peaking at US$20.70 per barrel in mid-June for the first time in more than a year, thus reversing
the price slump that began in late 1993. In March, oil prices had fallen below US$13 per barrel,
representing the lowest prices since 1988. The plunge in prices in turn threw Latin America's oil
exporting countries into a fiscal crisis, particularly Venezuela and Ecuador. Venezuela—where
petroleum accounts for nearly 80% of export income—had expected to earn about US$1 billion less
this year from oil compared with 1993. Market analysts attribute the price gains to a sharp increase
in demand in the industrialized countries, particularly the US, where the economic recovery is
rapidly depleting oil reserves. According to analysts from Lehman Brothers in New York, by mid-
July US crude stockpiles were down by almost 30 million barrels compared with the same month in
1993.
Prices for many raw mineral exports have also climbed this year, especially for copper. In 1993,
copper prices fell to below 0.70 cents per pound on world markets the lowest level since 1987 due to
depressed demand in the industrialized countries, combined with a huge increase in world copper
stocks. The price crunch particularly hurt Chile, which is the world's largest copper exporter, with
copper sales accounting for about 45% of annual export earnings. Chilean officials estimate last
year's losses at nearly US$500 million, since the government calculates that for every 0.01 cent that
the price per pound drops, Chile loses about US$22 million in annual income.
In December, however, copper prices began to rebound, and in June of this year the price peaked at
US$1.10 per pound on the New York Commodity Exchange, the highest level since September 1992.
A boom in demand in the US and most European countries where the economic recovery is fueling
construction contracts has led to a sharp drop in world copper reserves, accounting for the jump in
prices. As of June 10, copper supplies in London Metal Exchange warehouses were reported at their
lowest levels in 14 months. "The price explosion is a continuation of the sharp uptrend in all base
metals that has occurred since November 1993," Richard Hirsch, vice president at Deutsche Bank's
Sharps Pixley brokerage in New York, recently told the New York Times. "Obviously the demand is
evident in the US, but there is rising anticipation of a European recovery as well."
Among other commodities that posted substantial price gains this year are cotton, cocoa, and
soybeans. In March, cocoa prices rose to a three-year high, and in May, cotton peaked at its highest
level since 1991, reaching 0.82 cents per pound on the New York Cotton Exchange. Also in May,
soybeans reached a high of US$7.50 per bushel on the Chicago Board of Trade the best price in more
than a year although those gains have receded somewhat since then. Improved prices for those
goods should allow a hefty jump in export income for such countries as Brazil and Paraguay. In
Brazil, soybean and soybean derivatives are that country's biggest foreign exchange earner. In fact,
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the Brazilian government reported a substantial increase in income from soybean products in May,
when international prices peaked. In Paraguay, unprocessed cotton and soybeans account for about
70% of the country's exports.
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